ITEM 9A: QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT
MARKET RISK

General

The currency of our primary economic environment is the dollar. However, we have balances and
activities in other currencies. We are therefore exposed to market risks arising from changes in currency
¢xchange rates. We are also exposed to market risks arlsing from changes in interest rates,

From time to time, we use financia} instruments and derivatives in order 1o limit cur exposure to
risks arising from changes in exchange rates between the dollar and the NIS and other currencies and in
interest rates. However, we cannot assure that the use of such instruments will eliminate our exposure to
additional exchange rate or interest rates risks.

' Exchange Rate Risk Management

Qur functional currency and that of most of our subsidiaries is the dollar. Accordingly, we
attempt to protect ourselves against exposure arising from the difference between assets and liabilities in
each currency other than the dollar (“Balance Sheet Exposure™), We strive to Jimit our exposure through
“natural” hedging, i.e., attempting to maintain similar Jevels of assets and liabilities in any given currency,
to the extent possible. However, this method of “natural™ hedging is not always achievable, .

The table below details the balance of the Balance Sheet Exposure by currency:

December 31, 1999
Liabilities — short term (in thousands)
Variable rate debt; '
In NIS 5,276
Interest rate 11.3%-12.1%

Interest Rate Risk Management

Due to the existence of assets and liabilities with different interest rates and maturity dates, we are
exposed to changes in interest rates.
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The table below details the Balance Sheet Exposure by currency and interest rates:

Expected Maturity Dates
2000 20601 Maturity
Unknown
Assets: (in thousands) - . -
Short term- in US
dollars: 61,540
Fixed rate
Interest rate 5.4%-6.69%
Long term - in US
dollars: . : 50,000 $9,000
Fixed rate
Interest rate 5.71%=5.79% %
Liabilities:
1) long-term ~ in US
dollars: $75,000
fixed rate debt- .
In dollars
Interest rate 6.5%
2) short-term
variable rate debt- -
In dollars 1,71¢
average interest rate 6.85%
In NIS 5,276
average interestrate | 11.3%-12.1%
Interest rate option(*) $20,000

{*) In May, 1997 we bought a three year call option to protect us in the event the Libor interest rate
exceeds 7.5%. Upon the exercising of the option, we will be entitled to the difference between the then
Libor interest rate and 7.5%, multiplied by $20,000,000. This call option was not exercised and expired in
May 2000,

In 1998 and 1999, we made long-term loans in the amount of $9,000,000 to an associated

company: $8,500,000 in 1998 and $500,000 in 1999, The loans do not bear interest and are without a
maturity date. :

In February 2000, we completed a private offering of $350 million of convertible subordinated
notes due in 2005, to Qualified Institutional Buyers. The notes are eonvertible into ordinary shares at a
conversion price of $186.18 per share. Each note will bear annual interest of 4.25% payable semiannually.

See also note 16a of the Notes to the Consolidated Financial Statements.
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ITEM 10: DIRECTORS AND OFFICERS OF REGISTRANT
Directors and Executive Officers )

Our directots and executive officers and key executives of our subsidiaries as of June 16, 2000 are

as follows:
Name Age Posltion
Yoel Gat(1)(2}.ceerrrereneenes womn. 48 Chairman of the Board of Directors and Chief Executive
Officer
Amiram Levinberg(1}2)....... 44 President, Chief Operating Officer and Director
Shlomo Tirosh(3} ..ccouvrne s 54 Director
Dov Tadmor(1)(3).... . 70 Director
John Comneliy(4) ....veerecienes we 356 Director
Dr. Gideon Kaplan ............... 44 Vice President, Technology
Yoav Leiboviteh ..o . 42 Vice President, Finance and Administration and Chief
Financial Officer
Joshua Levinberg.......rnn.. 46 Semior Vice President, Business Development
_ Joann R. Blasberg.......cce... 48 Vice President and General Counsel '
) Erez Antebi.iiecncrninnnnn . 40 Vice President, General Manager for Asia, Aunstralia and Africa
Alan Freece........... viienieee o 92 Chief Executive Officer and President, Gilat Florida
Sheldon Revkin ...ccosniee . 36 President and Chief Operating Officer, Spacenet
David R Shiff..cocerieeane . 42 Vice President, Sales and Marketing, Spacenet
Robert Givens......coc evnrians 54 President, Gilat Europe

{1) Member of the Stock Optian Committee. For approval of stock option grants 1o employees who
are also directors, the Stock Option Comrnittee also includes Mr, Tadmor.

(2) Member of the Compensation Committee.

(3) Member of the Audit Committee,

{4} Mr. Connelly is a nominee of GE Americom, pursuant to a voting agreement among certain of the
principal shareholders of Gilat concerning the election of directors.

¥oel Gat is a co-founder of Gilat and has been its Chief Executive Officer and a Director since
Gilat's inception and since July 1995 has served as the Chairman of the Board of Directors. Mr, Gatisa
member of the Stock Option and Compensation Cammittees of the Board. Until July 1995, Mr, Gat also
served as the President of Gilat. From 1974 to 1987, Mr. Gat served in the Israel Defense Forces (“*IDF'").
In his last position in service, Mr. Gat was a senior electranics engineer in the lsrael Ministry of Defense
('IMOD"). Mr, Gat is a two-time winner of the Israel Defense Award (1979 and 1988), Israel's most
prestigious resezrch and development award. Mr. Gat is also Chairman of the Board of Directors of KSAT,
. in which Gilat holds 2 minority interest. Mr. Gat also served as the Chairman of the MOST Consortium and
! . is & director of ILAN-GAT Engineering Ltd,, & civil contracting company whose shares are publicly traded
f on the Tel Aviv Stock Exchange and of which members of his family are major sharcholders. Mr. Gat is
Chairman of the Board of Directors of Gilat-To-Home, In¢. Mr. Gat received a bachelor of science degree
in electrical engineering and electronics from the Technion—1Israel Institute of Technalogy and a masters
i degree in management science from the Recanati Graduate School of Business Administration of Tel Aviv
University, where he concentrated on Information systems.

. Amiram Levinberg is a co-founder of Gilat and bas been a Director end Chief Operating Officer .
since inception, and since July 1995 has served as President. Mr, Levinberg is a member of the Stock
Option and Compensation Committzes of the Board. Until July 1995, he served as Vice President of
Enginezring. In this capacity, he supervised the development of Gilat's OneWay and Skystar Advantage
VSATSs. Mr. Levinberg is also a director of Gilat Communications, Fror 1977 to 1987, Mr. Levinberg
sarved in a research and development unit of the LDF, where he managed 2 large research and development
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project. He was awarded the Israel Defense Award in 1988. Mr. Lévinberg is a graduate of the Technion,
with a bachelor of science degree in electrical engineering and electronics and masters of science degres in
digital communications.

Shiomo Tirosh is a co-founder of Gilat and bes been 2 member of the Board of Directors since

inception, serving a3 Chairman of the Board of Directors until July 1995. Mr. Tirash is a member of the

" Audit Committee of the Board. Since July 1990, Mr. Tirosh has served as Chairman of the Board, Chief ~
Executive Officer and President of Gilat Communications. From 1964 to [987, Mr. Tirosh served in the
IDF, where he held a variety of professional and field command positions (retiring with the rank of
colonel). From 1980 10 1985, he headed a large research and development unit, and from 1985 to 1987, he
managed 2 large-scale technology project for the IMOD. In 1988, he received the Isracl Defense Award,
Mr. Tirosh holds a bachelor of arts degree (sumnma cum laude) in economics from Bar-Ilan University in
Ramat Gan.

Doy Tadmor has been a Director of Gilat since July 1994 and is  member of the Audit and Stock
Option Committees of the Board. Mr. Tadmor served as Managing Director of DIC and DICFM from 1985
until March (999, Mr. Tadmer holds 2 bachelor of law degree from the Schoa! of Law and Economics in
Tel Aviv,

In August 1999, an indictment was filed by the Tel Aviv District Attorney's Office in the Tel
Aviv Magistrate's Court alleging certain violations of the [sraeli Securities Law by DIC and certain of its
officers, including Mr. Dov Tadmer, in his capacity as the former CEC of DIC. The indictiment alleges
that DIC's annual and quartecly financial statements for the period 1990-1995 were misleading in
connection with the failure to attach to DIC's financial stetements sent to the Tel Aviv Stock Exchange and
the Isreet Registrar of Companies the financial statements of three private Israeli companies of which DIC
was 2 shareholder, In December 1999, Mr. Tadmor and the other defendants pleaded not guilty to the
charges, although one of the defendants subsequently entered into a plea agreement with the prosecution.
The court commenced evidentiary proceedings in May 2000.

John Connelly was appointed a Director in January 1999. Since 1992, Mr. Cannelly has served as
Chairman and Chief Executive Officer of GE Americom. Mr. Connelly joined the General Electric
Cempany in 1967, and has served in a number of capacities at General Electric and its affiliates since that
time. Mr. Connelly holds a bachelor of science degree form Miagara University and a masters in business
administration from St. John’s University. ‘

Gideon Kaplan joined Gilat in 1989 as Vice President of Technology. From late 1987 to 1989,
Dr. Kaplan was employed as a research engineer with QUALCOMM, Inc., a mobile satellite
communications and cellular radio company. From 1978 to 1987, Dr. Kaplan served in a research and
development unit of the IDF and received the Tsrael Defense Award in 1984, Dr. Kaplan received a
bacheor of science degree in electrical engineering, a master of science degree and doctorate in electrical
engineering from the Technion,

Yoav Leibovitch joined Gilat in early 1991 as Vice Prasident of Finance and Administration and

Chief Financial Officer. Since joining Gilat, Mr, Leibovitch has also served as acting Chief Financial
Officer of Gilat Inc. He is a director of GVT. From 1989 to 1990, Mr. Leibovitch worked in the United
States at Doubleday Books and Music Clubs as special advisor for new business development. From 1985
1o 1989, he was the Financial Officer of a partnership among Bertelsmann, A.G., a large Gennan media
and communication company; Clal Carporation, a major Israeli industrial holding company; and Yediot

- Aharonot, an Israeli daily newspaper, Mr, Leiboviteh is a graduate of the Hebrew University of Jerusalem
with & bachelor of arts degree in economics and accounting, and a mastars degres in business '
administration specializing in finance and banking. Mr. Leibovitch is a Certified Public Accountant in
Isreel.
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Joshua Levinberg is a co-founder of Gilat and since June 1999 serves as Senlor Vice President
for Business Development of Gilat, having previously served in that position from 1994 to April 1998. At
that time, Mr. Levinberg became Chief Executive Officer of GVT until June 1999, From 1989 until
September 1994, he served as Executive Vice President and General Marager of Gilat Satellite Networks,
Inc, From 1987 until the formation of Gilat Satelite Networks, Inc. in 1989, Mr. Levinberg was Vice
President of Business Development of Gilat. From 1985 to 1987, Mr. Levinberg held various positions,
including Manager of System Development and Marketing Manager at the [sraeli subsidiary of DSP Group
Ine,, a U.S. company specielizing in digital signel processing. From 1979 to 1985, he wotked in the
Communications Engineering Department of Elrisa Ltd., a manufacturer of sophisticated weapons and
communications systems. Mr. Levinberg is a graduate of Tel Aviv University, with a bachelor of science
degree in electrical engineering and electronics. Amiram Levinberg, a director, President and Chief
Operating Officer of Gilat, and Joshua Levinberg are brothers.

Joann R. Blasberg joined Gilat in August 1995 as Vice President and General Counsel. Prior to
Joining Gilat, Ms. Blasberg was a partner in the firm of Kleinhendler & Halevy, Israsli counse! to Gilat,
having been associated with that firm from May 1987. Prior to immigrating to Israel in December 1986,
Ms. Blasberg was an associate with the firms of Siff & Rosen from May 1984 and Kronish Leib Weiner &
Hellman from August 1982 until May 1984. Ms. Blasberg served as Principal Law Cletk to Chief Judge
Lawrence H. Cooke of the New York State Court of Appeals from 1979 to August 1982, Ms, Blasherg
received a law degree in 1979 from Brocklyn Law School (summa cum laude) and recejved a bachelors
: degree in sociology from Queens College, .

Erez Antebi curvently serves as Gilat’s Vice President, General Manager for Asia, Australia and
Africa. From September 1994 until the beginning of 1998, he served as Vice President and General
Manager of Gilat Inc. Mr. Antebi joined Gilat in May 1991 as product manager for the Skystar Advantage
VSAT product. From August 1993 until August 1994, he served as Vice President Engineering and
Program Management of Gilat Inc. Prior to joining Gilat, Mr. Antebi worked for a private importing

. business from 1989 to 1991, after having served as marketing manager for high frequency radio

communications for Tadiran Limited, a defense ¢lectronics and telecommunications cempany, from 1987
to 1989 and as a radar systems development engineer at Rafael, the research and development and
manufacturing arm of the [DF, from 1981 to 1987. Mr. Antebij received a bachelor of science degree and
master of science degree in electrical engineering from the Technion,

Alan Freece joined Gilat Florida in July 1997 as President and became Chief Executive Officer of
that company in January 1998, Prior to joining Gilat Florida, Mr. Freece was Vice President of Marketing
and Business Development at Spacenet from 1995 to 1997, From 1934 to 1994, Mr. Freece scrved in
several capacities, including Vice President of Marketing and Sales and President for Scientific Atlanta
Private Networks VSAT Division. From 1973 to 1984, he was with Harris’s Satellite Communications
Division, Mr. Freece received a bachelor of science degree in electrical engineering from the University of
Illinois and a masters degree in business administration from the University of Florida. '

Sheldon (Shelly) Revkin joined Spacenet in January 1999, as President and Chief Operating

Officer, Prior to joining Spacenet, Mr. Revkin was Senior Vice President and General Manager of the
Wireless Netwarks Division of Hughes Network Systems, Inc. (HNS). Mr. Revkin joined HNS in 1978 and
held several execttive-level marketing, sales and operations positions within the company. Revkin holds a
bachslor of scienice degree in electrical enginesring from Pratt Institute in New York City, a master of
science degree in electrical engineering fram Polytech University in Brockiyn, New York, and a master of
_business administration degree in finance and marketing from Lynchburg College in Lynchburg, VA.
Revkin is 2 member of Eta Kappd Nu, Tau Beta Pj, and the Institute of Electrical and Electronics
Engineering (IEEE).

David R. Shiff joined Spacenet in December 1998, as Vice President of Sales and Marketing.
Prior to joining Spacenet, Mr. Shiff spent 15 years with Hughes Network Systems, a division of Hughes
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Electronics. For the last two years he served as Assistant Vice President, North American Sales, for the
Satellite Networks Divisions of HNS. Mr. Shiff holds a degree in mechanical engineering from the
University of Wisconsin.

Robert Givens joined Gilat in the Spring of 2000 as President of Gilat Europe. Prior to joining
Gilat, Mr. Givens was employed by Global One Communications S.A. from 1996 unti] 2000, first as Chisf
Financial Officer and then as Executive Vice President and General Manager for Europe and Eastern
Europe. From 1982 to 1996, Mr. Givens cperated Profit Development, a transition management company
he founded to provide temporary management for European and American companies nndergoing
corporate changs. Prior to 1982, he held various management and financial positions with Groupe
Chargeurs from 1977 to 1981, Corning Glass Works from 1976 to 1977, Fairchild Camerz and Instrument
Corp. from 1972 to 1976, Smith Kline Beecharh from 1970 to 1972 and Ford Motor Company from 1968
to 1970. Mr. Givens received a bachelor of science degree in finance from Miami University, and a
masters degree in international business administration from Columbia University and continued his
studies in post graduate accounting at the Wharton School.

Terms of Directors

Directors are elected at the annual shareholders meeting to serve until the next annual meeting of
the shareholders and until their respective successors are elected and qualified. Qur Articles of Association
provide that the directors may appoint additienal directors {whether to fill a vacancy or to expand the
Board). Our Articles of Assaciation provide that the Board may delegate all of its powers to commitices of
the Board as it deems appropriate, subject to the pravisions of the Israeli Companies Ordinance (the
*‘Companies Law’"). Officers of Gilat serve at the discretion of the Bozrd or until their successors are
appointed.

Alternate Directars

Our Articles of Association provide that a director may appoint, by written notice to Gilat, any
individual (whether or not such person is then a member of the Board) to serve as an alternate director,
subject to the consent of the Board if the alternate is not then 2 member of the Board. Any alternate director
shall have all of the rights and obligations of the director appointing him or her, except the power to
appoint an alternate (unless otherwise specifically provided for in the appointment of such altemnate), The
alternate director may not act at any meeting at which the director appointing him or her is present. Such
alternate may act as the alternate for several directors and have the corresponding number of votes. Unless
the time period or scope of any such appointment is limited by the appointing directar, such appointment is
effective for all purposes and for an indefinite time, but will expire upon the expiration of the appointing
directar’s term. Currently, no altemate directors have been appointed.

Board Compensation

By resolution of the Board end the shareholders adopted in 1996, directors who are not exccutive
officers receive annual compensation of $10,000 for their services on the Board or any committee thereof
beginning in 1996, All of the non-management directors are reimbursed for their expenses for each Board
meeting attended.

QOufside Directors and Audit Committee
: -

Under the new lsrzeli Companies Law, which became effective February 1, 2000, public
companies are required to elect two outside directors who must mest specified standards of independence,
Companies that are registered under the laws of Israel and whose shares are listed for trading on a stock
exchange gutside of Israel, such as our company, are treated as public companies with respect ta the
outside directors requirement. The outside directors may not have any economic relationship with us,
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Therefore any person who was an emplayee of & company or had a commercial or professional connection
with it in¢luding controlling shareholders, 25% shareholders, and their relatives ar employees cannot serve
as outside directors.

Qutside directors are elected by shareholders, The shareholders veting in favor of their election
tnust include at least one-third of the shares of the non-contrelling shareholders of the company who are
present at the meeting. This minority approval requirement need not be met if the total shareholdings of
those non-controlling shareholders who vote against their efection represent 1% or less of all of the voting
rights in the company. Outside directors serve for a three-year term, which may be renewed for only one
additional three-year term. Qutside directors can be removed from office anly by the same special
percentage of sharcholders as can elect them, or by a court, and then only if the outside directors cease to
megt the statutory qualifications with respect to their appointment or if they violate their duty of loyelty to
the company. 1f, when an outside director is elected, all members of the board of directors of a company
are of one gender, the outside director to be elected must be of the other gender.

Any committee of the board of directors must include at least one outside director. An outside
director is entitled to compensation as provided in regulations adopted under the Companies Law and is
otherwise prohibited from receiving any other compensation, directly or indirectly, in connection with such
service. Pursuantio regulations promulgated under the Companies Law, our two independent directors
may be deemed to be outside directors. -

The Companies Law also provides that publicly traded companies must appoint an audit
committee, The responsibilities of the audit committee include identifying iregularities in the management
of the company's business and approving related party transactions as required by law. An audit committee
must consiat of at Jeast three members, and include all of the company's outside directors. However, the
chairman of the board of directors, eny director employed by the company or providing services to the
company on a regular basis, any controlling shareholder and any relative of a controfling sharsholder may
not he a member of the audit committee. An audit committee may not approve an action or a transaction
with a controlling shareholder, or with an office holder (defined below), unless at the time of approval twa
outside directors are serving as members of the audit committee and at least one of the outside directors
was present at the meeting in which an approval was granted.

In addition, the Companies Law requires the boerd of directors of a public company to appoint an
internal auditor nominated by the audit committee. A person who does not satisfy the Companies Law's
independence requirements may not be appointed as an internal auditor. The role of the intemal auditor is
ta examine, among other things, the compliance of the company's conduct with applicable law and orderly
business practice,

Pursuant to the listing requirements of the Nasdaq National Market, we are currently required to
have at least two independent directors on our Board of Disectors and to establish an audit committee, at
least & majority of whose metnbers are independent of management. Messrs, Tadmor and Tirosh, both of
whom we believe are independent of management, currently serve on the Audit Committee of the Board

Nasdag recently amended its rules to require that listed cotnpanies have at least three independent
directors on the audit committee, all of whom are financially literate and one of whom has accounting or
related financial expertise. We must comply with these amended rules by June 14, 2001.

Approval of Related Party Transg:ﬁuns Under Israell Law
The Companies Law codifies the fiduciary duties that "office bolders," including directors and

exceutive officers, owe to a company. Under the Companies Law, an “office holder" is a direcior, general
manager, chief business manager, deputy gencral maneger, vice general manager, other manager directly
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subordinate to the General Manager or any other person assuming the responsibilities of any of the
foregoing positions without regard to such person's title,

An office holder’s fiduciary duties consist of a duty of care and a duty of loyalty. The duty of care
requires an office holder to act at & level of care which a reasonable office holder in the same position
would employ under the same circumstances. This includes the duty to utilize reasonable means to abtsin
(1) information regarding the appropriateness of a given action breught for his approval or performed by
him by virtue of his position and (2) all other information of importance pertaining to the foregoing
actiens. The duty of loyalty includes avoiding any conflict of interest between the office holder's position
in the company end his persenal affairs, avoiding any competition with the company, avoiding the
exploitation of any buginess opportunity of the company in order to receive personal gain for the office
holder or others, and disclosing to the company any information or documents releting to the company's
affairs which the office holder has received due to his pasition as an office holder.

The individuals listed as directors or executive officers in the table above would be considered
office holders. Under the Companies Law, all arrangements as to compensation of office holders who are
not directors require approval of our Board of Directors, provided, however, that it was not an
extraordinary transaction under the Companies Law, and provided further that there are nio other special
requirements under the company's articles of assoclation. The compensation of office holders who are

: directors must be approved by our Audit Committee, Board of Directors and shareholders,

The Companies Law requires that an office holder promptly disclose any personal interest that he
or she may have and all related material information known to him or her, in connection with any existing
or proposed transaction by us. In addition, if the transaction is an extraordinary transaction, that is, a
transaction other than in the ordinary course of business, other than on market terms, or likely to have a
material impact on our profitability, asses or liabilities, the office holder must elso disclose any personal
interest held by the office holder's spouse, siblings, parsnts, grandparents, descendants, spouse’s
descendants and the spouses of any of the foregoing, or by any corporation in which the office holder is 2
5% or greater shareholder, director or general manager or in which he or she has the right to appoint at
least onte director or the general manager.

Some transactions, actions and arrangements involving an office holder, or a third party in which
an office holder has an interest, must be approved by the board of directors or as otherwise provided for in
a company’s articles of association, as not being adverse to the company’s interest. In some cases, such a
transaction must be approved by the audit commitize end by the board of directors itself, with further
shareholder approval required in the case of extracrdinary transactions. An office holder who has a
personz interest in a matter, which is considered at a meeting of the board of directors or the audit
committe, msy not be present during the board of directors or audit committee discussions and may not
vate on this matter,

The Companies Law also provides that an sxtraordinary transaction berween z public company
and a controlling shar¢holder, or an extraordinary transaction in which a controlling sharcholder of the
company has a personal interast but which are between a public company and another entity, or the terms
of compensation of 2 controlling shareholder, if he is an employee of the company, and the terms of office
of a controlling sharehoider if he is an officer of the company must be approved by the audit commitee,
the board of directors and shareholders.

The shareholder approval for an extraordinary transaction must include at least one-third of the
" shareholders who have no personal’fnterest in the ransaction and are present at this mesting, The
transaction can be appraved by sharcholders without this one-third appraval, if the total shareholdings of
thase shareholders who have no personal interest and voted against the transaction do not reprasent more
than 1% of the vating rights in the company. In addition, a private placement of sscurities that will increase
the relative hoidings of a shareholder that holds 5% or more of the company's outstanding share capital or
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that will cause any person to become, as a result of the issuance, a holder of more than 5% of the
company's outstanding share capital, requires approval by the board of directors and the shareholders of the
company. )

The Companies Law provides that an acquisition of shares in a public company must be made by
means of a tender offer if as a result of the acquisition the purchaser would become a 25% shareholder of
the company. This rule does not apply if there is already another 25% shareholder of the company.
Similarly, the Companies Law provides that an acquisition of shares in & public company must be made by
means of a tender offer if as a result of the acquisition the purchaser would become & 45% shareholder of
the company unless there is ancther person holding at that time more than 50% of the vating rights of the
company. .

Regulations under the Companies Law provide that the Companies Law's tender offer rules do not
apply to a company whosa shares are publicly traded either outside of Israe] or both in and outside of
Isreel, if pursuant to the applicable foreign securities laws and stock exchange rules there is a restriction on
the acquisition of any level of control of the company, or if the acquisition of any level of control of the
company requires the purchaser to make a tender offer to the public shareholders.

Indemnification of Directors and Officers

The Companies Law provides that an Israeli company cannot exculpate an office holder from
liability with respect to a breach of his duty of loyalty, but may exculpate in advance an office holder from
his liability to the company, in whole or in part, with respect to a breach of his duty of care.

The Companics Law provides that 2 company may not indemnify an office holder, nor enter into
an insurance contract which would provide coverage for any monetary liability incurred as a result of, any
of the following:

s & breach by the office holder of his duty of loyalty unless the office holder acted in good faith and had
a reasonsable basis to believe that the act would not prejudice the company;

» abreach by the office holder of his duty of care {f such breach was done inteot{onally or In disregard
of the circumstances of the breach of its consequences;

*  any act or omission done with, the intent to, derive an illegal personal benefit; or any fine levied
against the office holder as a result of a criminal offense.

[n order to allow indemmification in advance for office holders under the Articles of Association

as described, our shareholders shall be required to amend our Articles of Association to include the
following provisions:

e A provision authorizing us to grant in advance an undertaking to indemnify an office holder, provided
that the undertaking is limited to types of events which the board of directors deems to be anticipated
and limited to an amount datermined by the board of directors to be reasonable under the
circumstances. .

» A provision euthorizing us o retroactively indemnify an office holder.
. P
In eddition, pursuant to the Companies Law and our Artticles of Association, indemnification of

and procurement of insurance coverage for our Office Holders must be approved by our audit commitiee
and our Board of Directors and, in specified eircumstances, by our sharehalders.
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We provide indemnification to our Office Holders to the fullest extent permitted by law. Qur
Articles of Association include a provision to the effact that, to the extent permmitted by the Companies
Law, we may (i) procure insurance for or indemnify any Office Holder, provided that the procurement of
any such insurance or provision of any such indemnification, as the case may be, is approved by the Audit
Committee and otherwise as required by law and (i) procure insurance far or indemnify any persen who is
not an Offica Holder, including, without limitation, any employes, agent, consultant or contractor who is
not an Office Holder. We have obtained directors” and officers’ Hability insurance covering our officers
and direciors and those of our subsidiaries for certain claims.

ITEM 11: COMPENSATION OF DIRECTORS AND OFFICERS

Compensation of Directors and Officers

The following table sets forth the aggregats compensation paid to or accrued on behalf of all of
our directors and officers as a group for the year ended December 31, 1999;

Salaries, Fees, Divectory' Feet, Penslon, Retirement
Commissions anus: . 4 ilar Benefits
: All directors and officers as a proup {22 persons®) $7,195,000 $751,000

*including those directors and executive officers referred to in Item 4 (except for four persons who became officers in
" 2000), one person who ceased being an officer during 1999, and two persons who ceased being directors in 1999,

Through June 15, 2000, we had granted opltions under the Stock Option Plans toour then officers
and directors for a totat of 3,008,727 ordinary shares, of which 526,341 have been exercised. See “ltem 12:
Opiions to Purchase Securities from Registrant or Subsidiarias.”

By Board and shareholder action in July and August 1994, respectively, we authorized future
bonuses to four of our executive afficers, two of whom are also directors. Stch bonuses shail be paid as
fallows: if our consolidated operating income (a5 defined jn the resolution of the Board and the
shareholders) in any year through December 31, 1999 is greater than $10 million, we will pay such officers
an aggregate one-tire bonus in NIS equal to $510,000, Tinked to the Tsraeli CPI (plus an amount equal to
any taxes payable on such bonus). The bonus will be divided among them as set forth in resolutions of the

" Board and the sharehglders meeting. The bonus, which was to be paid as soon as practiceble after the end
of the year in which the operating income exceeded $10 million, was paid in 1998. By Board and
shareholder action in June and August 1995, the Board was also suthorized to grant annuzl bonuses to two
officers who are slso directors. In February and August 1997, the Board and the shareholders authorized an
amendment to the annual bonus provision, to exclude merger and acquisition costs in caleulating net profit
for bonus purposes. Tn May and August 1999, the Board and shareholders autharized the grant of a banus
to an officer wha is also a director in recognition of his efforts in completing the Offering, In February
2000, the Board, subject to shareholder approval at the next annual meeting, authotized the cancellation of .
loans to two officers who are also directors, the amendment of their employment agreements for salary and
bonus adjustments, and the grant of options which will commence vesting over a thres year period.

Management Employment Agreements

Yoe! Gatand Amiram Levinberg, two of our co-founders, ere currently smployed under
- employment agreements renewahle-#nnually on December 31 of each year. The employment agreements
are subject to earlier termination by each officer upon 60 days’ notice to us. The agreements provide for an
adjustment to the annual bonuses payable to Messrs, Gat and Levinberg under their employment
agreements, and Mr. Gat’s agreement provides for a personal annual allowance benefit of $150,000 to
cover personal expenses related to extended stays in the United States expected to result from the
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integration of Spacenet. Among other provisions, such agreements contdin non-competition and
confidentiality provisions.

Advisory Board

We have authorized an Advisory Board to be composed of senior members of the busitess and
technology community with expertise in areas of our business, who will be expected to advise and assist us
in determining and implementing our strategic course of action, as well as fostering contacts with potential
customers for our products, There are currently no appointess to the Advisory Board.

ITEM 12: OPTIONS TO PURCHASE SECURITIES FROM REGISTRANT OR
'SUBSIDIARIES :

Stock Option Plans

In January 1993, we adopted the Stock Option Plan (Incentive and Restricted Stock Options) {the
1¢1993 ISO/RSO Plan*’) and Section 102 Option/Restricted Stock Purchase Plan (the **1993 Section 102
Plan™') (collectively, the ‘*1593 Flans'*), The 1993 Plans provide for the granting of options and/or rights
. to purchase (in the case of the 1993 Section 102 Plan) up to en aggregate of 318,500 ordinary shares to our
.. .. officers, directors, key employees or consultants or any of our subsidiaries.

In June 1995, we adopted the f‘ollowing plans, referred to together as the **1995 Plans'™:

(i) the 1995 Stock Option Plan (Incentive and Restricted Stock Options) (the 19935
ISO/RSO Plan’*), which provides for the granting of incentive and rastricted stock options for the
purchase of up to 3,190,000 ordinary shares (increased by 1,250,000 as a result of resolutions of
the Board in August 1999, and February and May 2000, which are subject to approval by the
shareholders at the next annual meeting of shareholders;

(ii} the 1995 Section 102 Stock Option/Stock Purchase Plan (the **1995 Section 102
Plan™), which provides for the granting of options to purchase up 10 5,120,000 crdinary shares
. {increased by 3,500,000 as a result of resolutions of the Board in November 1999 and May 2000;
i and

(i5i) the 1995 Advisory Board Stock Option Plan (the **1995 Advisory Board Plan""),
which provides for the granting of opfions to purchase up to 150,000 ordinary shares.

The purpose of the 1993 Plans and 1995 Plans is to enable us to attract and retain qualified
persons as émployees, officers, directors, consultants and advisors and to motivate such persons by
providing them with an equity participation in Gilat. In addition, the 1993 and 1995 ISQ/RSQO Plans are
designed to efford qualified optionees certain fax benefits available under the United States Internal
Revenue Code of 1986, as amended (the **Code’"), The 1993 and 1995 Section 102 Plans are desipned to
afford qualified optionees certain tax benefits under the Israel Income Tax Ordinance. The 1995 Advisory
Board Plan is designed to allow for the granting of options to members of the Advisory Board, The 1493
Plans will expire on January 27, 2003 and the 1995 Plans will expire on June 29, 2005 (10 years after their
adoption), unless terminated earlier by the Board.

_ Each of the 1993 Plans and the 1995 Plans is administered by a Stock Option Committee
appointed by the Board. The Stock Option Committee (comprised of Messrs. Gat and Levinberg for -
employees and officers who are not directors 2nd Messrs. Gat, Levinberg and Tadmor for employees who
are also directors) has broad discretion, subject to certain limitations, to determine the persons entitled 1o
receive options or rights to purchase onder the 1993 Plans and 1995 Plans, the terms and conditions on
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which options or rights to purchase are granted and the number of shares subject thercto. The Stock Qption
Committee also has discretion to determine the nature of the consideration to-be paid vpon the exercise of
an option end/or right to purchase granted under the 1993 Plans and the 1995 Plans. Such consideration
generally may consist of cash, or, at the discretion of the Board, cash and a recourse promissory note.

Stock options isswed as incentive stock options pursuant to both the 1993 and 1995 [SO/RSQ
Plans will only be granted to the employees of Gilat or its subsidiaries, The exercise price of incentive
stock options issued pursuant to both the 1993 and 1995 ISO/RSO Plans must be at least equal to the fair
market value of the ordinary shares as of the date of the grant (and, in the case of optionees who own more
than 10% of the voting stack, the exercise price must equal at Jeast 110% of the fair market value of the
ordinary shares a3 of the date of the grant), The exercise price of restricted stock options issued pursuant to
the 1993 and 1995 1SO/RSC Plans and the 1995 Advisory Board Plan must not be less than the Yower of (i)
50% of the book value of the ordinary shares as of the end of the fiscal year immediately preceding the
date of such grant, or {if) 50% of the fair market value per share of ordinary shares as of the date of the
grant. The price per share under options awarded pursuant to the 1993 and 1995 Section 102 Plans may be
any price determined by the Stock Option Committee.

Options are exercisable and restrictions on disposition of shares lapse according to the terms of the
individual agreements under which such options were granted or-shares issued. ordinary shares as to which
the rights associated with such shares have not vested will be held by 2 trustee designated by us,

As of June 15, 2000, we granied options to purchase a tatal of 304,950 ordinary shares under the
1993 Plans and 7,896,424 ordinary shares under the 1995 Plans for an aggregate of 8,201,374 ordinary
shares subject to options under such plans. The exercise prices for such options vary from $8.125 to
$136.50 and all such options expire at varicus times from September 2003 to May 2010. Of such options,
3,008,727 options were granted to officers and directors. As of June 15, options under the plans for & total
of 727,226 shares had been exercised. ‘

In December 1992, we granted options outside of any stock option plan to two then officers. One
officer, who has since again become an officer of Gilat, was granted an option to purchase 24,500 ordinary __, __
shares, at an exercise price of $0.33 per ordinary share, end the other was granted an option to purchase
- -+ 33,333 ordinary shares at an exercise price of 31200 per share, both on terms-anéd-conditions-comparable: - - - -- .o
: to those provided for under the 1993 Plans. As of June 15, 2000, 33,333 of these options have been
exercised.

. In May 1999, the Board approved the establishment of a new stock option plan under Section 102
of the Israel Income Tax Crdinance with 500,000 ordinary shares to be reserved for issuance. Management
wag directed to prepare the plan and obtain the neczssary regulatory approvals. The plan was approved by
the sharcholders at the 1999 annual meeting but the request for regulatory approval was withdrawn and
there are no current plans to activate the plan in the near future.

; ITEM 13: INTEREST OF MANAGEMENT IN CERTAIN TRANSACTIONS

Shareholder Reglstration Rights Agreement. On August 20, 1990, Gilet entered into a
Preferred Stock Purchese Agreement with Yoel Gat, Amiram Levinberg, Joshua Levinberg, Shlome Tiresh
) and Gideon Kaplan (the ‘‘Founders’*), Athena Venture Partners L.P. and certain related entities, DICFM,
L PEC and certain individua) investors (the *‘Investors’) under which the Investors invested a total of
.approximately $3.0 million in exchange for Gilat's Preferred Shares (which Preferved Shares were
i converted into ordinary shares at the time of Gllat’s Initial public offering). PEC has since transferred lts
shares to DIC Loans and DIC Loans has replaced PEC as a member of the Investors. In connection with
such agreement, we entered into a Registration Rights Agreement pursuant to which, among other things,
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(i) we agreed that at any time after the earlier of February 28, 1994 or six months after
the effective date of the first registration statement for our initial public offering of securities, the
holders of at least 10% of the ordinary shares who were parties to the Preferred Stock Purchase
Agreement could request that we file a registration statement for such shares (a ““demand
registration’"),

(ii} we agreed to include the Founders' and Investors’ ordinary shares in a registration
proposed afier one year following the first registration (a **company registration’'),

i (iti) we agreed to pay the expenses of a demand or company registration (subject to
certain limitations), and

(iv) the Founders and Investors agreed that during a period to be specified by us and the
uaderwriter (but not more than one year) following the effective date of a registration statement
for the Company's securities, and to the extent requested by us and the underwriter, they would
not directly or indirectly sell or offer the shares held by them, except ordinary shares included in
such registration, provided that all officers and directors and all other persons with regtstmuon
rights enter into a similar agreemenit.

3 Under the Registration Rights Agreement, we agreed to indemnify each of the selling shareholders

: and any person who controls any of such shareholders, to the extent permitted by applicable law, against
any losses arising from any atleged untrue statement of a material fact or any alleged omission of a material
fact in the registration statement or the prospectus for our public offering in October 1995 or from any
violation by Gilat of the Securities Act or the Exchange Act. Our indemnity does not cover any losses that
arise from any alleged untrue statement or omission or violation made in reliance upon information
provided to us by such selling shareholder. In addition, each of the selling shareholders agreed to
indemnify us and our directors and officers against any losses erising from any information provided to us
by such selling shareholder for use in the registration statement or the prospectus, We had obtained
insurance covering our officers and directors and the seliing shareholders to the extent permitted by law
with respect to certain matters in connection with the registration statement and prospectus for the October
1995 offering.

Transactions with Gilat Communications. [n July 1996, we entered into an agreement with

Gilat Communications Lid. (*'Gilat Commurications' ') under which Gilat Communications has been
granted non-exclusive distribution rights to sell and provide technical support for our products in South
Aftica. In October 1997, we and Gilat Communications entered into a S-year marketing and purchase
agreement (the '*1997 Agreement™'} that replaced and terminated an earlier egreement entered into in
1593, Pursuant to the 1997 Agreement, Gilat Communications has been granted the exclusive right to
market the linzs of sateliite communications products and related components and options, and to provids
services with such products in Israel and areas contrslled by the Palestinian Authority. Under the 1997
Agresment, Gilat Communications is required to meet certain antiual minimum purchase requirements for
each of three specified categories of our products, and during the initial term and any renewal term, Gilat

i Communications may not, without aur prior written consent, engage in certain activities competitive with

! our business. If Gilat Communications satisfies the annual minimum purchase requirements, the parties are
required to enter into good faith negotiations to renew the 1997 Agreement three months prior to its

i expiration. [n addition, under the 1997 Agreement, Gilat Communications was granted non-exclusive

Tights to distribute and sell our products worldwide when and only if sold as part of, or to be used in

| _conjunction with, Gilat Communications’ products.

| Throughout 1999, we sold approximately 38.1 million in equipment te Gilat Communications for
| distribution and as a value added reseller. The sales were in accordance with our standard sale terms and
conditions. Certain of our officers, directors, principal and other shareholders are also shareholders of Gilat
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Communications. For more information regarding ceriain transactions between us and Gilat
Communications, see notes 9 and 15 of Notes to Consolidated Financlal Statements listed in Item 19,

Merger-Related Agreements

In connection with cur acquisition of Spacenet, we entered into a Merger Agresment and a series
of related agrezments. The parties fo those agreements include GE Americom which as of June 15, 2000
holds approximately 18.7% of our outstanding ordinary shares. The terms of those agreements, and of
certain important provisions of the Merger Agreement are summarized belaw.

Post-Closing and Other Adjustments. The Merger Agreement contemplates cértain post-

closing adjustments regarding the possibility of (8) our paying or receiving certain amounts in cash or (b)
our issuing additional ordinary shares to GE Americom in respect of such adjustments. Most of the post-
closing adjustments relate to an agreement between the parties that the net assets on the combined closing
balance sheet of Spacenet and its subgidiaries should equal $85 million and that any shartfall or excess, as
the case may be, should be addressed through post-closing adjustments. Other adjustments relate to the

- eollection of accounts receivable, the sale of specified items of Spacenet inventory and the allocation of
certain 1ax benefits. Pursuant to two settlement agreements entered into by the parties jn December 1999,
GE Americom paid us $25 million for post-closing adjustments and undisclosed liabilities related to the
Merger, and for reimbursement of expenses.

GE Americom: Equipment Purchase Commitment. GE Americom and certain of its affiliates
were committed to purchase $37.5 million of our products through the end of 1999. GE Americom egreed
to pay us a credit against service fees we owed to GE Americom under certain Satellite Transponder
Service Agreements, equal to 40% of any shortfalls in this purchase commitment. As a result of this
agreement, in 1999, GE Americom paid us $15 million.

Indemnification. Subject to the limitations set forth in the Merger Agreement, GE Americom
has indemnified Gilat and Spacener, and Gilat has indemnified GE Americom, from and against any losses
arising from indemnified cbligations. The indemnification obligations primarily relate to damages arising
from breaches by the other party of representations and warranties under the transaction documents, as well
as indemnnities with respect to specified obligations of cach of the partics. The indemnification obligations
were narrowed as a resuit of the settfement agreements described above.

The Transitional Services Agreement. Under the Transitional Services Agreement, in
consideration of the issuance of 5,505 ordinary shares, GE Americom provided Spacenet and its
subsidiaries, specified transitional services, including finance services, accounting services, purchasing
services, cash management services, computer-related services, payroll processing semces and other
reasonably necessary services, through Auguast 31, 1989,

The Trademark Agreement. Under the Trademark Agreement, General Electric Company has

agreed to prant to Gilet, in consideration of 72,496 ordinary shares, a non-ex¢lusive worldwide license to

_use the GE symbol in connection with certain products sold by Spaceaet, Spacenet GmbH and Spacenet
BV, and certain services performed by Gilat, Spacenet, Spacenet GmbH and Spacenet BV, The Trademark
Agresment requires that Gilat and Spacenet adhere to certain specified permifted uses and standards of
quality, The Trademark Agreement provides that Gilat will use the GE symbol only in connection with the
specified products and services, including use in its packaging, labeling, general publicity, letterheads,
signs and other forms of advertising, instructions books and other literature, In addition, the Trademark

. Agreement provides that Gilat will mot use the GE symbol as part of a trade name. The term of the
Trademark Agreement is three years and it may be renewed under certain circumstances for one additional
year, Gilat has agreed to indemify General Electric Company for all claims arising out of the Trademark
Agreement or the manufacture of products or performance of services by Gilat under the licensed mark.

“-.
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The Shareholders’ Agreement. At the time of the Spacenest acquisition, Yoel Gat, Amiram
Levinberg, Joshua Levinberg, Shlomo Tiresh and Gideon Kaplan (tollectively, the **Founders Group®),
DICFM and PEC (collectively, the *'IDB Group™), and GE, GE Americam, General Electric Finance
Holding GmbH and General Electric Plastics BY (for purposes of the foltowing description, collestively,
**GE"") entered into e Shareholders’ Agreement. PEC has since transferred its shares to DIC Loans, and
DIC Loans has replzced PEC as a member of the DB Group.

Under the Shareholders’ Agreement, the Founders Group, the IDB Group and GE have agreed to
vote their ordinary shares in order that the Board of Directors of Gilat be comprised of seven members, and
in favor of the respective nominees of each of the groups to the following extent:

* The Founders Group will be entitled to nominate thres directors, as long &s (i) the
Founders Group collectively owns at least 30% of the ordinary shares owned by them
" when the Shareholders’ Agreement was signed, or (if) at least one of the members of the
Founders Group is serving as an employee of Gilat;

» The IDB Group will be eatitled to nominate two directors, as lang as the IDB Group
collectively owns &t least 50% of the ordinary shares owned by them when the
Shareholder’s Agreement was signed, or one director if the IDB Group owns between
25% and 50% of those sheres; and

«  GE will be entitled to nominate two directors, as long 8s GE owns at least 50% of the
ordinary shares owned by GE when the Sharcholders’ Agreement was signed, or one
director if GE owns between 33% and 50% of those shares.

In addition, each of the sharcholders has agreed that it ‘will vote all of its ordinary shares in
accordance with the recommendations of the Board of Directors in respect of any matter bronght to a vote
of the shareholders of Gilat, unless (i) the matter relates to certain significant merger, restructuring or other
transactions or (ii} is directly and materially adverse to the interests of the sharcholder. The shareholders
have further agreed, for a period of three years, to vote in favor of the retention of Gilat's present senior
executive officers in thelr respective offices.

Under the Shareholders’ Agreement, GE has agreed to certain **'stand-still'’ provisions, including
agreements not to acquire any assets, businesses or praperties of Gilat, or any ordinary shares which would
result in GE being the beneficial owner of greater than 33% of the ordinary shares of Gilat, without the
prior epproval of the holders of a majority of the ordinary shares held by the Founders Group or the IDB
Group.

GE has also agreed not to solicit proxies, call any special meeting of shareholders of Gilat, or
propose any form of business combination involving Gilat. GE's standstill agreement is subject to o
number of exceptions, including a telease of any restrictions in the event of a bona fide third party tender
offer, or In the event that the Founders Group and the IDB Group no langer collectively hold at lesst 50% e
of the ordinary shares held by them at the time the Shareholders’ Agreemeat was signed.

Subject to certain exceptions, the Shareholders® Agreement also provides for restrictions on the
transferability or pledge of the ordinary shares held by the GE _piutms for a period of three years from the

_ date of the Sharcholders” Agreement, including general reswictions on the disposition of ordinary shares to

“certain competitors of Gilat. In addition, the Shareholders’ Agreement will generally provids for pro rata
rights of first refusal for the other parties with respect to the transfer of any ordinary shares by any other
affiliated party to any independent third perty.

The Registration Rights Agreement. At the time of the Spacenet acquisition, the holders of the
Registrable Securities (as defined below) were granted certain registration rights by Gilat. The

80

PAGE o OF I3l PAGES
_EXHIBIT INDEX ON PAGE 3/

FCC2A000000633



*'RegistrableBecmities”’ generally include the ordinary shares issued to GE and held by GE or any of its
affiliates, or'by:anyather person who is at such time a holder of Shares originally issued to GE and
representingat.leas:5% of the then outstanding ordinary sheres, Gilat initially agreed to the immediate
registrationaifzd ! Wagisirable Securities solely in connection with the transfer of such shares to one or more
affiliates of Gifi. T Registretion Rights Agreement alse provides for certain demand registration rights of
GE and the hrilifemof Regystrable Securities. Gilat will not be required to effect any registration during the
pendency of certamBlackout periods. GE also has the right to participate (subject to certain limited
exceptions) on:& piggy-back basis in all registrations of Gilat's securities in connection with any offering of .
its securities. The Begistration Rights Agreement provides that Giiat will indemnify the selling holders of
Registrable Securiies, and thet the selling holders of Registrable Securities will indemnify Gilat, in each
-case, apajnst cert#ix ligbilitiss and expenses, including liabilities under the Securities Act, or will contribute
to payments thatthe-ather may be required to make in respect thereof.

\ The Rigiatafl First Refusal Agreement, Under the Right of First Refusal Agreement, GE
Americom has grasted to Gilat, for a period of three years, & limited right of first refusal to be the provider
{n respect of any posposal by GE Americom to obtain {{) any VSAT retuin channel equipment for
broadeast netwotk and (if) any integration services for the incorporation of VSAT return channel
equipment inte atzsadcast network. In addition, for a corresponding period, Gilat has agreed to grant to
GE Americom 2 Swsited right of first refusal to be the provider in respect of any proposal by Gilat o obtain
any additional space segment capacity en 2 communications satellite providing services within the United

- . Btates, Gifat has dlso agreed that certain integration services performed by Gilat for GE Americam under
the above~deseribed right of first refusal will be at & discount of at least 20% from the price provided by the
relevant third-party provider. Under the Right of First Refusal Agreement, GE Americom has agreed that if
GE Americom commmences offering GE*Star services, GE Americom will create a distribution program
and will offer Gilatde right to become a world-wide distributor of GE* Star services for a three-year
period pursuant to tke program terms and conditions established by GE Americem. In addition, if GE
Americom offers amy third party an opportunity 1o become an exclusive distributar of GE* Star services in
any temritory, Gilat will generally be offered an opportunity to act as a co-exclusive distributor in such
territary. If Gilat elects to become a distributor of GE*Star services, GE Americom will under cermain
circumstances provide Gilat 2 discount on all wholesale GE*Star services,

The Satelkte Transponder Service Agreements, Under the Satellite Transponder Service
Agreements, GE Americom has agreed to provide to Gilat (i) certain protected services on four
transponders on sateflite GSTAR4 gperated by GE Americom, (ii) certain protected services on one
transponder on satelfite GE-3 operated by GE Americom, (iif) certain protected services on thres
transponders on satellite GE-5 to be constructed, launched and operated by GE Americom, (iv) certain
preemptible testing servicas relating to specified bandwidth and downlink EIRP on one transponder on
sate]lite SN-3 operated by GE Americom, and (v) certain protected Ku-band service on portions of certain
transponders on satellite GSTAR4 operated by GE Americom. The terms of the services provided under
each of the Satellite Transponder Service Agreements are specified in each such agreement. Generally, the
services will be provided until the earliest of the end of the life, date of replacement or failure of the
relevant satellite, the date on which the relevant transponder fails or is preerpted, or a specified
termmination date provided in each agreement, Except in the case of the agreement described in clause (iv)
abave, Gilat pays GE Americom a monthly recurring service charge (generally on a per-transponder basis}
in accordance with a schedule provided in each agreement. Subject to certain exceptions, the Satellite
Transponder Service Agreements provide for Gilat to indemrify GE Americom and certain affiliates for
ctlaims arising out of services provided thereunder.

The Letter Apreements. Under the Transponder Letter Agreement dated September 25, 1998,
GE Americom and Gilat have agreed, among other things, that (i) Gilat would analyze Spacenet’s current
space segment use and requirements on or before December 31, 1998 and will take certain transponder
capacity on GE Americom satellites at the prices set forth in the Spacenet Letter Agreement described
below and (ji) Gilat will receive long-term fixed prices which Gilat believes are competitive and certain
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rights of first refusal for additional space segment capacity. Pursuant io a separate [etter agreement, dated
September 25, 1998 (the ““Spacenet Letter Agreement’’), GE Americom will provide additional bandwidth
end power as well as service protection leveis to Spacenet to the extent there is insufficient bandwidth,
power or protection tevels available to accommeodate existing customer requirements under Spacenet’s
existing transponder service agreements with GE Americom and third party providers,

The Tax Matters Agreement. On September 25, 1998, GE Americom, Spacenet, the Spacenet
subsidiaries and Gilat entered into the Tax Matters Agreement in connection with the Merger Agreement.
The Tax Matters Agreement provides for, among other , the parties’ responsibility for payment of taxes,
filing of tax returns, and contro! of any audit or other tax proceeding relating to Spacenet and the Spacenet
subsidiaries. The Tax Matters Agreement also contains representations, covenants and indemnities relating -
to general tax matters of the parties,

The Merger was intended to qualify as & ““1ax-free™ reorganization under Section 368(a) of the

~ Code. The Tax Matters Agreement contains representations and covenants of the parties relating to the tax-

free nature of the Merger, In addition, GE Americom agreed to enter into a gain recognition agreement (the o
““‘GRA) with the Internal Revenue Service, in which under certgin circumstances during the period
ending at the end of the fifth full taxable year following the Merger, GE Americom will agree to recognize

- gain as if the Merger were taxable to GE Americom. In connection with the GRA, Gilat has agreed in the

Tax Marters Agreement not to take certzin actions, including, without limitation, the dispasition of the
stock of Spacenet and the disposition of **substantially all'* of the assets of Spacenet and the Spacenet
subsidiaries, if doing so would cause GE Americom to recognize gain under the GRA. The Tax Matters
Agreement provides that Gilat, Spacenet and the Spacenet subsidiaries, on the one hand, and GE
Americom, on the other, will indeanify the other party from any tax resulting from certain breaches of
reptasentations and covenants relating to the tax-free nature of the Merger. Each party's liability for
purposes of such indemnification will be limited in certain respects pursuant ta the terms of the Tax
Matters Agreement.

The Tax Martcrs Agrcement provtdes that the amount of any cash that GE Americom has a right
to receive under the Tax Matters Agreement or any other agreement related to the Merger will be reduced
to the extent that the Feceipt of such amount would cause the fair market value of the cash and property
other than ardinary shares received by GE Americom in connection with the Merger, in exchange for the
stock of Spacenet, to exceed 25% of the fair market value of the ordinary shares delivered by Gilat to GE
Americom at Closing, subject to certain exceptions pursuant to the Tax Matters Agreement.

The Tax Matters Agreement provides that, in cettain ¢ircumstances, if the Merger is subjeétto tax

‘pursuant to Section 367 or Section 368 of the Code (including, if GE Ameticom recognizes gain pursuant

to the GRA), then GE Amecicom shall, subject to applicable United States and Israeli securities laws, be
entitled to sell such number of ordinary shares reasonably necessary in the opinion of a nationally -
recognized investment bank 1o realize net proceeds equal to the amount of such tax plus the amount of any
tax pa:d by GE Americom in connection w:th the sale by GE Americom of such ordmary shares.
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PARTIL
ITEM 14: DESCRIPTION OF SECURITIES TO BE REGISTERED

Not applicable.

. PARTIII
ITEM 15: DEFAULTS UPON SENIOR SECURITIES
Not applicable.

ITEM 16: CHANGES IN SECURITIES, CHANGES IN SECURITY FOR
REGISTERED SECURITIES AND USE OF PROCEEDS

Not applicable.
PART 1V /
[TEM 17: FINANCIAL STATEMENTS

Not applicable.
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ITEM 18: FINANCIAL STATEMENTS

The Consolidated Financial Statements and related notes thereto required by this item are
contained on pages F-1 through F-43 hereof,

ITEM 19: FINANCIAL STATEMENTS AND EXHIBITS

(s) Index to Consoligated Financial Statements PAGE
Report of Independent ABGIOES ..o iissimisstienmmsiisreessmniss s sers sesssersersiss st sssssmases st s sats sess sensams snassass F-2
Consolidated Balance Sheets at December 31, 1998 and 1999, - SRR
Consalidated Statsments of Income for the Years Ended Dcoember 31 1997 1998 and 199’9 N AL
Consolidated Statsments of Changes in Shareholders’ Equity for the Years Ended December 31 F-6

1997, 1998 BNA 1999 ..o i ietes i sarsasas v rst s st s tar R s s S RS e b bt 44 0H1 brvsa e b rabmep st
Consolidated Statements of Cash Flows for the Years Ended December 31, 1997, 1998 and 1999........... F-7
Notes to Consolidated Financial Statements ... rererarensissssnstosessgorsettsenarares e sererssasnssento o 0
Report of Independent Auditors with respect of Gslat Flonda F-43

{v) . Exhibits

2.1 Consent of Kesselman & Kesselman
22 Consent of Berman, Hopkins,
Wright & Laham, LLP
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